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Karlin shares secrets of CRC success: 
Quality and business savvy
After 15 years at the helm of CRC Health Group, the largest chain of treatment programs in the country, Barry Karlin, Ph.D., is stepping down as chief executive officer. Last week Karlin talked to ADAW about how the for-profit CRC grew from one treatment facility to 145.

Based in Cupertino, California, CRC started when Karlin, then 40, went to Santa Cruz to look at an investment opportunity — Camp Recovery Center. “I knew absolutely nothing about chemical dependency, and had no background with drugs and alcohol,” Karlin said. “My knowledge of the rehab world was based on the movies.” Camp Recovery Center looked nothing like what he expected. “I thought it would look like an institution, a hospital,” he said. Instead there was a 30-acre campus with a swimming pool, tennis courts, and a summer-camp structure and atmosphere.  
“I could see that there was a serenity and a tranquility that was conducive to treatment,” he said.  The patients surprised him too: they didn’t look like the alcoholics and addicts he had seen in the movies.  “They looked like regular people.”  And the counselors had a passion for what they were doing. “That day changed my life,” he said.

Once he bought Camp Recovery Center, “good things happened,” said Karlin. “I brought some business

sophistication to the table, and there was strong clinical leadership.”  Within a short time frame, Karlin doubled the census. He then bought Azur Acres, a “huntinglodge” style program north of San Francisco, where he had great success, and after that Starlite in San Antonio, Texas. “I began to recognize that there was a much bigger opportunity,” said Karlin. There was clearly a need for treatment programs, and after managed care had put so many of them out of business in the 1980s, the need was even more glaring, he said. “It seemed to be unconscionable that we had this treatment gap,” he said.

At the same time, Karlin saw many treatment programs that could use management skills. “The industry hadn’t changed much in 50 years,” said Karlin. “Most programs were clinically very strong, but they were mom-and-pop owned and operated, with little business sophistication.”  Professional investors weren’t interested in buying them.

The rollup

“I saw an opportunity to do a rollup,” he said. He had the ability to raise funds through private equity and venture capital, and initiated the rollup buying multiple treatment programs. “We had a model which was very effective, and the heart and soul of it was treatment quality,” he said. “If you do good treatment, you get more patients, and that means more revenue.” 

Unlike most rollups, CRC’s was not based on economies of scale, said Karlin. “I’m a great believer in local quality — when we bought a facility we were extremely careful not to go blasting in there,” he said.  “The idea was to nourish and cherish

the thing you are paying for in the first place, so it keeps its identity, whether it’s a Sierra Tucson or a White Deer Run.”   Local management responded favorably because it meant that the work they had done wouldn’t be discarded, he said.

One of the most important keys to the success of CRC’s program was the decision to be “insurance-friendly,” said Karlin. Instead of 28-day stays, CRC embraced the concept of variable lengths of stay. “That helped us,” said Karlin, admitting that many treatment programs had fought managed care over variable lengths of stay. “At the end of the day, insurance companies have their own problems, and they are the people who provide the reimbursement,” said Karlin.  “Think about health care — if a person is sicker, they should stay longer.”

In addition, Karlin invested heavily in electronic systems, to reduce the administrative burden on counselors. “This made us more professional, and legitimized the industry in the eyes of investors,” he said. In 2005, Bain Capital bought

CRC for $720 million.

How to be acquired

What does a provider have to do to be appealing as a CRC acquisition?  “To be appealing to any investor, you need to provide good treatment,” said Karlin. “Secondly, the provider should be in a growth mode.” There should be a strong referral base, and the program should have good reputation.

Struggling providers sometimes hope that a CRC can acquire them, but investors are “very disinclined to rescue a failure,” he said. “Sometimes a strategic buyer can fix a problem, but it’s a difficult situation.”

Karlin also said that many providers overvalue their programs.  “Investors want to get a good return,” said Karlin. “Smaller operations tend to be overly optimistic about what their business is worth, particularly in today’s world when money is tight.”

Methadone

CRC has a significant methadone clinic business, and is a veteran of NIMBY battles. “We are the good guys — we provide treatment,” said Karlin. “But some people still don’t recognize that this is a disease, and no matter what scientific evidence you produce, they don’t care.”

When there is a challenge to a methadone clinic siting, or onerous rules are proposed, CRC tries to fight back, said Karlin. “It’s not easy,” he said. “We go to great lengths to work with the local people, and usually we have the support of the local hospital and the police chief, because they understand that treatment is the way to go.” But a small segment

of the community has the greatest opposition, he said. “Nobody would think twice about taking insulin for the rest of their lives,” he said. “Methadone is a wonderful, wonderful medication, very inexpensive.”

Parity, health reform

Looking ahead, Karlin said parity will give a boost to the treatment field. “But it won’t happen overnight,” he said. “By 2011 and 2012, we should see more people qualify for benefits on the insurance side.”  As for health care reform, the hope is that many more people will have insurance coverage. “But there’s a concern that there might be price pressure,” he said. “On balance, we’re going to be better off, because more people will be covered.”

Finally, we asked Karlin, who could certainly be called the most financially successful individual in the treatment field, for the secret to survival in a down economy. The best way to deal with budget cuts is to “raise your voice,” said Karlin.

“Get grass-roots support, get your employees and your patients to make phone calls to legislators and staff, telling them that you will be hurt by these cuts.”  CRC treats 30,000 patients a day. Karlin plans to stay on as CEO

until a suitable replacement can be found, and after that will stay on as chairman. “I’m going to be very much involved,” he said. “This is my passion.”
